Attochment 5E
Page 1 of 1

iowa-llincis Gas &k Slec, Company

Dockat No. RPU-92-%
Interest Symcheonization
Elnciric Cperations

Line
Na, Sascription
1 Rate Base

2 Weighred Cost of Deb:
3 Pru forma Irlnteres!

4 Book Intereat

5 biffarance

Tax Adjustments:

é Faderal (30,356X)

7 State (10.17%)

Amount

e
335,469,240
3,591
s, m
15,964,000

LT T Y LY

($327,818)

100, 114

$33,339
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. Attachment &€

Jewa-1llinais Gas & Elec. Company Page 1 of 1
fiocket No, RPU=52-5
13 Month Average Welghesd Gost of Capi{tal
Electric Cparations

Line Cost Weighted

Aa. Deseription Amount gatie Rate Cast
(a) (b) (e {d)

1 Long-term Dabt $3X3,59%,430 45758272 V847K 3.7x

2 Preferred Stock 340,008,953 3.23097% 7.331% 0.403%

3 Common Stock £335,436,452 56.01077% 11.500%  5.475%

4 Total $729,039,035 100, 00000% 9.657%
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. Attachmeni: 1G
Page 1 of 1

Towa-Illineols Gas & Elec. Company
Docket No. RPU-8Z-5
Revenue Requirement

Gas Operaticns

Line
No. Descripticon Ampcunt
i (a) ()
1 Rate Base $84,873,252
2 Rate of Return . . %.7153%
3 Allowed Return : ] 58,245,738
4 Adjusted Test Year Incone $5,213,896
5 Additicnal Income Required $3,031,842
6 Income Tax Effect $2,081,73¢
. 7 Reavenue Deficlency/(Excess) 5;7213 ' SBI-
8 adjusted Test Year Ravenue $129,839,742
_ o 9 . Rovenue Requirement _-;I;Z:;E;T;;;—

* Not all numbers may compute due to computer rounding.




Attachment 26G
lous-Illinais Ges & Elec. Comparry Page 1 of 1
Docket Wo. RPU-92-5
Aversgs fate Base
Gas Operations
(co0’s)
Plant bef. X Inv, Cash Other Avyg.
Line In Actum. Net Cust. Duat. Trconms Tax Accum. Hork. Prepald Pre- Working Rate
No. CDescription Serv. Depr. Plant Adv. Dep. Taxes Credits  Prov. Cap. MES tas Papmeents  Fuxis Bese
{e) {b) (c) ¢d) {a) (f) (g} h) i) ]} (k) (4§ (m) n)
1 Per Bocks $144, 739 70,162 894,577 $910 403 316,218 173 $2.223 (32,437) %1,0D0 88,270 3285 B0 sH, 650
Pra Fumi AdJa.
2 Gas Lomses (3183} ($1n%) 1%) (£47)
3 bef. FIY--FNPG 0 0 1}
4 PBOP i} 0
5 Pornafons 0 e . 0
é Sale to Intercoast (B0) (80) (80)
T pef, FIT--10p {4,683) &,683
a Cash Morking Cap, 232 252
9 NRG Intcrcormect V] o 1]
10 Non-Property DIY 1,524 {1,524)
1"
12
13
1%
15
18 Yotal Adjs, (263> 0 {261) 0 0 {3,255) 1} 1] 232 0 i} 0 ] 3,224
1r pdjusted Rate Base S164,4T¢ 70,152 394 314 $910 $403 312,54t $ITS 82,223 ($2,205) 1,000 38,270 4285 $80 584,873
a ———aa== e == RZCRSaASN AeXuhACE EEES=SST = Pl %=

1@ NQIUXH UBILIBWYPIN

o
o
K
[: ]
a
-~




1oun-111lingin Eas & Elec. Coopany Attachnent 3G
Docket No. RPU-92-5 Page 1 of 1
Incoms Statement
Gas Operations

{0G0's}
Depr. federal State Def. Inv.
Line Rate Other Totel Mot Not and Other inc, Inc. inc. Tax Totsl Net
No. Description Revenos Revenie Revenua OLH Used Used Amart. Tanmes Taxes Taxes Tanes Credits Expenses Income
(=) {(b) {c) {d) {e) f) (a) ) i) i) (k) 11} () {ny
1 Per Bovks $115,540 $13,0346 8129474 $113,155 0 30 35,107 $3,9(8 84,274 $1,256 ($3,229) (3156) $124,355 35,111
Pro Faorma Adfs.
2 Updated Cust. Lavel 3153 353 18 38 144 209
3 Tenp. Hormal fratlon 27 Fal g " 30 121 176
4 Flex Pricing 0 (] 0 0 0 1]
5 Gas Leases 9 (288) {25%) (171) (74) ) n {251} {8)
& Renediat{on Conta ] 0 248 {74y (25) 147 (147)
T Gen. Mage Ad). 0 748 {234) (T8) 455 (455}
3 Payrall Related Exp. 9 21 55 (21 B8y % (45)
9 Add, Rey. Porsonnel 0 11& (3%) {12) 69 69y
10 Medical Exp., ] 94 (59) €20) 115 1y
1 paoP g ] o 1 a 0
2 Pens{ons (] ] 1] 0 1 0
13 Ut. Prop. Acq, Coats 1} (343 . n" 4 {22) 22
14 Bank Fees 0 16 25 ({.}] L5 (431
1 Cust, Dep. Interest D 3 . 3 (N
16 1UA Duea D (24) 4 2 (14} 4%
17 Chembar Dues 0 {8) 2 1 {5) 5
18 e bues D 15 {5) ) 10 (10!
19 Rate Case Exp. o 58 (2t N 41 [(AY
20 sale to Intercasst N @n on ) L) (4] (20) '{-H
21 Interest Sync. 0 ) . (62) (20) (82} a2
22 frior Tax Adf. 0 (441) {129) (610) 610
23 0 0 0 ] 1]
24 0 i) L] 1] o
25 a 0 0 0 ]
26 0 0 (i (] 0
27 o a 1] 1} a
m 0 0 o (r a Z
29 0 0 0 o 0 3
........ O AU -
30 Total Adfs. &9 315 344 1,34 i} o (86) 52 (soa) 239) 4] 0 261 103 g
» e
31 M. Inc, Statement 3%116,219 $13,621 $129 B40  3114,49¢ £0 $0  $5,022 $4,000 33,464 81,027 ($%,229) {31556) $124,428 85,214 § ?
[ T <y 7-1 43 FEEEASEE HEigo.de=y heIX LN (L LTSN g Mithksass WELKETIAED ERIZSSSFss FATIMXSI SRIARDLALS MAALBLALE STIIOIENEN SrEOSITX EEASEE DS 3 z
~
a
@
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lowa-Tllinais Gas &k Elec. Company
Docket Ho, APU~9Z«5 Attachment &6
Zash Working Capital Page 1 of 1
Gaa Dperatians ’
Norkimg
Lipe Per Pro Forma Adjusted Expance Rev. Lag Exp. Lead Net Capizal
¥a, Dascription gooks Adjus tmants Toral Per Day Days pays Days Requirement
(a 14-)) (c) {d) (=2 th (2} ¢(hy

? Purchased Gas 385,744 570 0 35,764,670 234,97 37.90 2.3 (1.5 (8342,975)
2 L31] 0 0 b 37.50 8.00 w.e © %0
3 ) 30 ] b 0 37.90 0.00 37.9 30
4 Peyroll $12,990, 000 904,079 13,839,079 38,068 37.%0 10.50 27.0 51,027,781
5 Other D & M ‘ sS4, 432,200 436,307 9,048,807 24,844 37.90 17.83 20.1 3458, 734
& Towa Property Texes $2,447,000 9 2,647,000 7,282 37.90 365,01 (327.1) (52,37, 203
7 llinois Prop. Taxes £23,000 ] 23,000 &3 37.90  &1B.3  (380.3) {$¢3,568)
& State Income Taxes 31,245,558 288,463 1,554,019 4,258 7. %0 103,48 {65.5) (3278,372)
¥ Federsl Imcome Tazes 34,237,108 744,601 5,020,784 13,758 37.50 &0.08 (22.2) (3305, 099}
0 {Il. Invested Cap. Tax $51,000 o 51,000 940 37.90 34.21 3.7 1515
11 Fecersl Superfund Tax 314,000 0 14,000 38 37.90 40.08 (22.23 (38513
12 Longeterm Debt Interest £2,534, 000 201,502 2,738,802 7,495 .90 9.2 {53.4) ($399,508)
13 Preferred Stock Dividends $407,000 0 &07,000 1,115 37.50 45,44 (7.M (38, 428)
1% $0 .9 0 9 g.00 Q.00 g.0 $0
15 Cash Working Capitsl Requirement (32,205,441}
TUARRBEE Wi




Lime
No.

Towa-Tllimais Gas & Elec. Comeany

Docker No. RPU-92-5

Interest Synchronizatien

Gas Operations

Description

——— .......(.‘.) ...........
Rate Jase
Weighted Cost of Debt
Pro Forma |nterest
Book lnhtarest
pifference

Tax Adjusthments:

Feceral (30.54X)

state {10.17%)

Attachment 56
Page 1 of 1

B4 A73,.252

3.591%

(61,5393

(320,493)

MidAmerican Exhibit 8.1
Page 269 of 654



MidAmerican Exhibit 8.1
Page 270 of 654

AtTachment 56

Page 1 of !

foua~tli{nais Gas & Zlec. Company
Docket No, RPU-92-5
13 Month Averaga Weighted Cost of Capital

Lire Cost waightad

Ko, Deseription Amount Aazie Rate Cost

(0 () 5] ey
T Long~tgrm Qaht $333,595,430 £5.799% 7.847% 3.591%
2 Preferred Stock 350,004,993 . 3,.231% 7.331% 0.5603%
3 Cemmon Stock 3135, 434,452 46.017%  12,000% 5.521%

------------ T YL e L] aemawwrw=

4 Total $729,029,035 100.900X 9, 71546%

e ——
ST————un
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STATE OF IOWA

I0WA UTILITIES 30ARD

Uockes No. RPU~92-.5

———

Please state your ﬁame, position, and business address;
Charles A. Benore, First Vice President, Paine Webber,
Inc., 1283 Avenue of tha Americas, New York, New York
10019,

What are your current responsibilities at Paine Webber?
I am responsible for providing utility investment advice
to the firm’s clients who are institutional and
individual investers. Aas a part of those
responsibilities, I am in continuing contact with
iavestors in utility common stocks and am aware of their
attitudes about utility investments.

Please summarize your professional experience.

I have presented testimeny before twenty-seven state
Public Service Commissions including this Board, the
Federal Energy Regulatory Commission, and the Securitiss
and Exchange Commission on rate of return and other
gubjects. A detailed summary of my professional
experience appears on Schedule 1 of my Exhibis

(CAB-1). A list of recent rate cases in which I
testified along with subject matter and docket numbers

also appeafs in Schedule 1,
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What 1s the purpese of your testimony?
I have been retained by Iowa-Illinois Gas and Electric
Company (Iowa=Illinois or Company) to determine its cost
of commen stock capital for its eleectrie and gas
operatidns.

iﬁEMARX
Please summarize the concluslons in your testimony.
Based upon my analysis using an equity risk premium test,
a standard dis;ounted cash fiow (DCF) test, and two-
comparable risk DCF tests, Iowa-Illinois’ cost of cdmmon
gtock is within the range of 10.86% to 13.95% before
recognizing issuance costs. Because (1) the standard DCF
model is currently providing a downward biased return and
has understated returns earned by investors in the past,
and (2) risk is now higher in utility stocks +han in the
past and is now comparabls to non-utility companies, I
recommend that the Board authorize Iowa-Illinois a return
on common stock eguity for its electric operations at
least equal to the average of the four tests that I have
conducted or 12.9% before recognizing issuance costs., I
further recommend that the Board allow 30 basis points
for issuance costs, increasing the allowed return on
common stock eguity for the Company’s electric operations

ta 13,2%,

- Page 2 -~
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With respect to Zowa-Illincis’ gas operations, I
recommend the Hoard allow an additional 15 basis points
for the higher rigk in the gas business as the Board has
done in the past, producing an allowed return on common
stock equity of 13.05% before recognizing issuance costs.
Consistent with my recommendation regarding electric
operations, I rscommend an additional 30 basis points be
allowed for lissuance costs on common equity associated
with the gas operations, producing an allowed return on

common equity of 13.35%,

GUl PRINCIPLE
What economic and financial principles did you consider
in determining Iowa-Illineis' cost of common s+<ack
capital?
Iowa—-Illineois, like cother investor-owned elsctric and gas
companieg, is owned and financed by investors who invest
gavings inte its securities with the expectation of
earning & £fair, risk~adjustgd return. Investors are
guided by the principles that returns rise and fall with
higher and lower levels of risk, and that U. §.
government bonds represent lowest risk, long-term
capital. For a given level of risk, investors attempt to
maximize the return on thelr savings and invest in those

companies that provide the highest expected return.

- Page 3 -
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What are the underlying assumptions of the comparable
risk DCF tests?

They are the same as for the standard DCF tests.

Have the assumptions been met?

No, not perfectly. However, the comparable risk DCF
tests are closer to the cost of common stock indicated by
the eguity risk premium test cost of common stock. The
equity risk premium model has been more accurate than the
gtandard DCF model in determining market returns when
adjusting for changes in growth expectations and the
discount rate has been reasonably stable. Moreover,
companies in the comparable risk DCF test are less
subject to the defensive demand and yield demand biases

that affect the standard DCF model results.

SUAN g

Why is it necessary to adjust the allowed return on
common s8tock eqguizy for issuance costs?
Issuance costs are a necessary adjustment if investors
are to earn the return found fair by the Board. It is a
necessary adjustment even if new common stock was not
being sold.

The reason is that we are not dealing with an
expense in the ratemaking sense, bﬁt a permanent capital

shortfall or reducticn in esarning assets caused by

- Page 47 -
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issuance costs. Because of the reduction in capital
invested due tg issuance costs, earning assets are less
than invested assets. A fair return applied te earning
assets, theresfore, produces a lower than fair return on
invested assets, or invesiment by investors. A
discussion of why the adjustment is necessary along wit
supporting data appear in Scheduvle 11,

The formula'to equates the cost of common stock
ecuity capital to the return necessary after issuance
costs under the DCF methodology is to divide the yield on
a 12-month forward dividend by 1.0 less issuance costs.
For example, Iowa-Illinois’ issuance costs have averaged
4.2% for common 8toCK issuances in recent years. This is
shown in Schedule 1i. Therefore, the yield of each
comparable company was divided by .958 (1.000 ~ .042).
Wny does the formula used to show the cost of common
stock equity adjusﬁed for issuance costs not appiy to the
growth rate in the DCY¥ model as well as the current yileld
on a l2-month forward dividend?

Under the standard DCF model, it is often assumed that
growth steme from retention of retained sarnings so there
are no issuance costs for that component of return.

With respect to the results of your tests other than the

standard DCF, what amount should be added to the

~ Page 48 -
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indicated cost of commen equity to recognize costs of
issuance?
The indicated cost of common equity should be increased

by 30 basis points to recognize the issuance costs.

- NOTS ! " (8) 1,
What is your cenclusion about the investor regquired
return on commen stock equity for lowa~Illinois’ electric
aperations?
lowa=-Illinois’ zost of common stock for electric

operations is as follows:

Teszs Cast
EqQuity Risk Premium 14.0%
Standard DCF 10.9%
CRDCF, SaP 3500 13.3%
CRDCF, Value Line 13.2%
Average 12.39%
Issuance Costs D0.3%
Total Cost 13.2%

The simple average of the costs is 12,8% bpefore
isguance costs and 13.2% after issuance costs. The cost
is at least this high because ©of the evidence that
indicates the standard DCF test is downward blased. In
addition to the evidence in my testimony, the downward
biag is also apparent when using other methods to

determine the cost of common stock.

- Page 49 -




10
11
12
13
14
15
16
17
18
1%
20
21
22
23
24

mMidAmerican Exhibit 8.1
Page 277 of 654

What is the cost of common stock for Iowa-Illincis’ gas
operations?
Consistent with the Board’s prior decisions, the cost of
Iowa-Illincis’ common stock equity for its gas cperations
is at least 15 basis points higher than for its electric
cperations because of the higher risk. This produces a
cost of common stock equity for gas operations of 13,05%
before issuance costs and 13.35% after issuance costs are
recognized.
Are there any final checks you can present that would
further indicate that Iowa-Illineis’ cost of common stock
is substantially higher than indicated by the standard
DCF model?
Yes. There are two, Plrst, investores have earned a
return in electric and combination electric and gas
common stocks over the 1986-91, 19B1-91 and 1971-91
periods of 16.9%, 20.2%, and 13.1%. 1In light oZ pas:
experience, 1t is not unreasonable to expect that
investors require returns for the Company of 13.2% on
electric operationa and 13.35% on gas operations,

Second, the return that the Board allows will he
converted into 2 book return when it is applied to the
commen atock equity of lowa-Illinols. fTherefore, a

comparisdn can be made with the book returns expected by

- Page 50 -
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investers using Value Line data. As shown in'Schedulé
12, the longer-term, 1995-97, expected return on common
stock equity for the six comparable companies averages
12.9%. The Value Line returns are based on year-end
common £tack equity. On average common stock equity, the
expected return on equity would be abaout 13.25%.

Both of these checks are comparable to or higher
than the cost of 13.2% for the Company’'s electric
operations and 13,35% for its gas operations.

Does this conclude your direct testimony?

Yes, thank yocu, it does.

- Page 51 -




Iowa~Illineis Gas amd Zlectric Compan
Docket No. RPU-532-_
Exhibiz - (CAR-1)

EIE]

Schedule 11
Page 1
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o - o~

Flotazion or lssuanca <ezts ars those costs incurred in the issuance of new
common stack and take the form of underwriter’s compensation and other relatad
expenses, An adiustment for zthase costs iz necagsary {f imvestors are %to eamm
the return found falr by the Commisslon. It is necessary even if new common
stock 1s not sold. Bacause of lasuagnca cogts, net procseds ars less than
invested capital. Isszuance costs ace not recovered as gxpensss in the
Tatemaking zemse, butr result in a permanent rteduztion in book equity. A fair
return appliasd to book equivty with no adiusmment for issuance casts would
produce a lower than faly return on investors’ capital,

When evaluazing zhe need for an adjustment £oT common stock issuance costs, it
is instructive to nese the Treatment givean to expensas Llncurrsd Iin conjunction
with & debt {sgue. The true cost of debt, issued at par, is greater than its
coupon, o intersst rate, becausa of the costs incurred in issuing the bands.
For example, i{f a zompany sold $10C 2illion of debr at par, wich a 10.0% rate
of interest and received proceeds of 5§97 million, the cost is mor 10.0% bur is
10.33%. The cost is higher because procesds o the company were less than the
emount of debt issued due to izsuance expenses. The higher cost veflects
Tecovery of isguance expenses over the life of the bond. Moreover, if is
necessary to recognize this cost over the 1ife of the bond, irrespective of
whether additional new debt (s, or i{s not, sold.

A sinilar adjustment i: necsssary to datersine the cost of perpetual preferred
stock, For sxample, 1f o company fisued $100 million of preferred stock, at
PaT, ar an 8,508 di{vidend rate, but only received proceeds of §97.5 million,
the cost to the sompany (s B.72%, not 8.30%. Thisz higher cost rteflacts the
recovery of the issuance expensas in gagh vesr for chia security. In this
case, the preferred stock igsue i1 assumed 2o be perpertual in natura as s
comon stock,

The zaxe rsgquirament 1s necassary for the Company's common sStock, with
Tacognition that common gtock Ls assumed to be cutstanding {ndsfinitely.
Afzer paying {ssuancs cosTta, het procseds to the company ars lses than the
total lavested by stackholdera. The net proceeds must sarn at a higher rase
in order to provide the intended return on all the zmonies actuslly imvasted.




lowa-Illineis Gas and Zlectric Companm:
Docket Ne, RPU=-92-

Txhibit (CAB=1)

Schaedules 1

Page 2
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A simple exanmple shown beginning on paze 3 of this Schedule will show thaz a
permanent adjustment for flotation 206Ts is necassary. Asgume, for example,
that!

1. The cowpany issued $100 million of commen stock.

2. The cost of common stock was 13.00% wizh 2 4.50% growch end a 8.50%
yield, The sstimarz of 13,00y wvas the Tate which the commiszion
determined teo e fair and reasonable.

3, lssuance costs were 4.0, See page 5 of this Schedule which details the
- seoek Issuances and relatad expenses.

4, ¥Neo additional compon s%ock was sold.

Aftear issuance costs, proceeds from the 5100 millien sala of common stock
would be $96.00 million. Therefore, the common equity added to the sample
company's books is 596,00 million. The example shows that for the company to
sarn §13.00 on the investmant by stockholders of 5100 millien, an allowed
Teturn of 13.35% would be raquired en zhe $9¢,00 million,

The formula to equate the cost of common aguity capital to the rezurn
necessary after issuance costs under the msthodology is te divide the yield on
& twelve.month forward dividend by 1.0 less issuance costs. It can be szen in
this example thar thia typs of adjustmenr will allow the sample tempany to
earn the 13.00% return the Commission found to be falr in cvery yaar.

Iz is important to note that chis adjustment aust ba made in every year even
though ne new sguity was lssued,




Iowa~Illinois Gas and Electris Compar
Docket No. RPU-92-_

Exhibir {CAB-1)

Schedule 1l

Page 3
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ISSUANCE COSTS ARE APPROPRIATELY ALLOWED
ON ALL INVESTED BQUITY

COLUMN : A B ¢ D E F
COMMON RETAINED TOTAL © CURRENT
EQUITY EARNINGS EQUITY REQUIRED EARNINGS PAYOUT
Year ($11) (s ($M20) ROE (S RATID
0 96.00 - 96,00 13.35% 12.82 66.3%
1 96 .00 4.32 100.32 13.35 13,39 66.3
2 56.00 4.63 104 .95 13.35 15.01 $6.3
3 96.00 4. 85 109.80 13,35 14.66 66.3
| A 96.00 5.07 114.87 13.33 15,34 66.3
| L3 96.00 5,31 120,18 13.35 16,04 6.3
‘A""h-.
"Il' COLUMN: ¢ H I ' J K L
COMMON DIVIDENDS DIVIDEND SHARE . PRICE TOTAL
SHARES PER SHARE YIELD PRICE CHANGE RETURN
YEAR (M) (%) (%) (%) () (3)
0 10 0.850 8.5 10.00 . -
1 10 0.887 8.5 10.45 4.5 13.00
2 10 0.92% 8.5 10.92 4.5 13.00
3 10 0.972 8.5 11.41 4.5 13.00
A 10 1.017 8.5 11.93 4.5 13.00
S 10 1.083 B.5 12.46 4.5 13.00




COLMN:

A: COMMON EQUITY

B:{ RETAINED EARNINGS

C: 'TOTAL EQUITY
D: REQUIRED RETURN

ON EQUITY

. E: CURRENT EARNINGS
1.E. YEaR 1

F: PAYOUT RATIO

Iowa=Illinois Gas and Eleetric Companm:

Docket No. RPU-92-
Exhibit {CAR-1)
Sehadule 11

Page &
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XY TC EXaM

Ig

£

(1.0-.04 ISSUANCE COUSTS) = $100 MM IN NEW EQUITY
§96.00 MILLION

PRIOR YEAR'S EARNINGS - PRIOR YEAR'S DIVIDENDS
(COLMN E) - COLUMN G X COLIMN H)
$12.82x¥ - {10 SHARES X $0.85)

54 .32

NEW COMMCON ZQUITY = $96.00 MILLION IN YEAR O
PRIOR YEAR'S EQUITY + CURRENT YEAR'S EQUITY (POST YEAR Q)

REQUIRED DIVIDEND YIEILD ADJUSTED FOR ISSUANCE COSTS
REQUIRED YIEZLD DIVIDED BY (1-ISSUANCE COSTS) + GROWTH RAIER
8.5%/{1-.96) + &.3%

13,335y

TOTAL =QUITY X REQUIRED RETURN
(COLUMN C) X (COLUMN D)
$96.00 x 13.33%

12.82 MM,

1 - GROWTH REQUIRED/REQUIRED ROE
1 « (.045/.1335)
56,3




COMMON SHARES

DIVIDENDS PER
SHARE

DIVIDEND ¥YIELD

SHARE FRICE
FRICE CHANGE

TOTAL RETURN

lowa~Illinois Gas and Electrie Compam
Docket No. RPU-92-

Exnibit {CaB=1)

Sehedule 11

Page §
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TOTAL EIQUITY INVESTED BY INVESTORS/PAR VALUE OF SHARES
$100 MIITION /S1C
10 MILLION SHARES

EARNINGS X PAYOUT RATIO/SHARES OF COMMON STOCK
(COLUMN E) X (COLUMN F)/COLUMN &)
$12.82 X 56.38/10 MILLION SHARES

$0.385

DIVIDENDS PER SHARS/SHARE PRICE
(COLUMN H)/(COLIMN J)
§0.85/510.0¢C

8.5y

DI?IDEﬂDS PER SHARZT/(COST OF EQUITY - REQUIRED GROWIH RATE)
$0.85/(0.13 - ,045)
$10.00

CHANGE IN SHARE PRICE (COLIMN J)
(510.45-510) /810
4. 3%

DIVIREND YIZLD + SHARE PRICE APPRECTATION
(COLIMN I) + (COLIMN K)
B.50% + 4, 5%

13,04




Iowa~Illinois Gas and Electric Company
Deocket No. RPU-92-

Exhibit {CAB~1)

Schedyles 1]

Page 6
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10VA-IILINOIS GAS AND ELECTRIC COH?AN&
COMMON STOCK ISSUANCE COSTS
OTHER TOTAL
SHARES SUBSCRIPTION ISSTANCE ISSUANCE
TEAR 1SSUED PRICE UNDERWRITING EXPENSES EXPENSES
1972 511,713 § 9,364,348 $122,649 $187,251 $ 309,900
1973 530,000 8,858,750 412,005 88,971 500,97¢
1575 1,000,000 18,000,000 830,000 115,592 945,592
1977 750,600 16,500,000 480,000 87,044t 567,044
1978 750,000 16,218,750 480,000 87,0431 567,043
1980 1,000,000 17,750,860 640,000 67,782 707 783
Iecals $86,701,848 $3,598,338
Average Issuance Cost 4.15%
.'A\ )
. Note:
Issuance costs for tha 1977 and 1978 common stack {ssuss were

reportad Together in 1978. Faor zhis purpose sne-half assigned to 1977
and ons half assigned te 1978. '

Seuree: IWG
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IOWA UTILITIES BOARD
QEPARTMENT OF COMMERCE

TOWA-ILLINOIS GAS AND ELECTRIC COMPANY

Docket No. RPU-93-4
*ORDER APPROVING SETTLEMENTS"
Issued February 25, 1994

Partiss Servad:

Brent £. Gale

Vice President-General Counsel
Iowa-11linois Gas & Electric Co.
206 East Second Strest

P.3. Box 4350

Davenport, 1A 52808

Kathleen R, Gibsan
Senior Attorney
Deere & Company
John Deere Road
Moline, IL 61265

Gary M. Lane, Attorney

Wehr, Berger, lLane & Stevens
900 Xahl Building

Dayenport, [A 5280]

Robert H. Gallagher, Attarney
Wells, Gallagher, Roeder & Millage
1989 Spruce Hills Drive
Bettendorf, IA 52722

Todd Elverson, Attorney
Eichorn, Elverson & Vasey
100 Court Avenue, Suite 405
Des Moines, TA 50309

James M. Peters

Simmons, Perrine, Albright &
E11wood

115 Third Street, St, Suite 1200

Cadar Rapids, IA 152401-12566

James R. Maret

Consumer Advocate
Department of Justice
Consumer Advocate Division
Lucas State Office Building
Des Moines, IA 50219

CERTIFICATE OF SERVICE

The undersigned heraby certifies that
the foregoing documant has been servec
this day upen all parties of recard in this
“roceeding by mailing, by first class mail,
10 each such pary a copy thereof, in
nroperly addressad envaicpe with charges

prepaid.

Date. .2.625?{1(

- 1 ——

LUCAS STATE OFFICE BUILDING / DES MOINES. IOWA 50319 FES 28 1994
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STATE OF I0WA
DEPARTHMENT OF CCMMERCE
UTILITIES BOARD

IN RE:

TOWA-ILLINOIS GAS AND zl=CTRIC
COMPANY

OOCKET NO. RPU-93-4

CROER APPROVING SETTLEMENTS
{Issued February 25, 1994)

This proceeding was initiated on May 3, 1993, by Iowa-[11inois Gas and

Electric Company (Iowa-Iliinois) Tiling with the Utilities B¢ard (Board) a
request for a permanent annual reverue increase in ts lowa jurisdictional
electric rates of approximately $14.65 million, cor 8.1 percent, over
current rates. Iowa-I1linois requested temporary rates of approximately
$11.85 mi1lion. On July 28, 1993, pursuant to Board authority, Iowa-
ITlinois implemented 2 temporary rate increase of approximately $6.8
millicn, .

Two proposed partial settlements have been filed with the Bcard in
this proceeding. Taken together, the two partial settlements would resolve
all outstanding issues in Icwa-I1linois’ pending electric rate case,
identified as Docket No. RPU-93-4, The first partial sattiement, filed
August 4, 1993, dealt with lowa-I)iinois’ revenue requirement and would
resolve all jssues except rate design and the final allocation of the
revenue requirement among customer classes. The settlement proposed a
revenue increase of approximately $6.8 million, which corresponded to the
temporary increase implemented by Iowa-111inois. The Board, on August 6,
1993, held the proﬁedura] schedule established in Docket No. RPU-93:4 in

.
%
|
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abeyance excent for rate design and aliocation issues pending @ hearing on
the proposed parzia” settlement.

The second partial settlement, ¥{led August 10, 1963, would resolve
all rate allccatien and rits design issues. The first partial settlement
is unanimeus; the second pariial settlement has been agreed to by all
parties except the Consumer Acvocate Division of the Department of Justice
(Consumer Advocate). Consumar Advocate chose to contest the settlement and
filed testimony regarding the allogation and rate design issues. In
addition to Iowa-I1linois and Consumer Advocate, parties o this procegding
are Deere & Company, Sivyer Steel Cerporation, Icwa Industrial Intervenors.
Aluminum Company of America (ALCOA), and North Star Stesl Jowa.’

Pursuant to ICWA ADMIN. COOE 199-7.2(11)"¢" and "d" (1994), parties

. : opposed to a settlement are ailowed 30 days frem the datzs of filing of a

proposed settlament to file comments contesting all or part of a
settlement. Parties in favor of a proposed settlement then have 15 days to
file reply comments. The rules provide that failure to file comments
censtitutes a waiver of any objections the party failing to file may have
to the proposed settlement.

No comments were received in opposition to the revenue requirement
settlement. although Iowa Industrial Intervenors and ALCOA claimed their
agreement to the revenue requirement settiement was conditioned upon Board
approval of the rate design settlement. Comments in opposition to the rate
design settlement were received from Consumer Advocate. Iowa-1111nois and

the various intervenors fiied ccmments in support of this settlement. A

._ : hearing on both proposed settlements was held beginning November 30, 1993,
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The parties had an opportunity to file post-hearing briefs. On
December 21. 1993, the Board grantad a motion for Teave to amend Attachment
A of the rate design settlement to correct i{wo mincr errors wnich were

explained at the hearing.

REVENUE REQUIREMENT SETTLEMENT

The revenue requirement setilement sets a tetal Iowa jurisdictional
electric revenue requirement of $205,185,289, an increase of $6,839,454, or
approximately 4 percent. While the settlement was not initially executed
by al) parties, all parties to this procseding have now agreed to the
setilement.

The proposed settlement utilizes an 11.25 percent cost of equity. -The
. overall rate of return usad to calculate the annual revenue requirement is
§.33C03 percent. 7he test period used to determine rates is calendar year
1992, as adjusted.

The heariné on the proposed settlement produced testimony which
indicated the parties thcroughly examined the issues and worked fo reach a
compromise settlement. While the Board may not have reached the same
decision on individual issues as reflected in the settlement, the overall
terms of the settlement are reascnable and generally consistent with recent
Board decisions.

After reviewing the c¢ccmplete record in this proceeding, pursuant to
ICWA ADMIN. CODE 199-7.2(11) (1994}, the Board finds the terms of the

parties’ August 4, 1993, settlement to be reasonable and will approve it.

There are no aspects of the settlement agreement which are incensistent

. with Iowa law or the rules of the Board and the terms of the settiement are
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reasonable and in the public interest. The August 4 setilement is

incorporated into this order by refersnca.

RATE DESIGN AND ALLOCATION SETTLEMENT

The August 10, 1993, settiement resoives all rate design issues and
the final é?!ocation of the revenue requirement among customer classes.

A1l parties except Consumer Advocats agreed to the second setziement,
Extensive comments werz filed regarding this proposed settiement.
Consumer Advocats filed tastimeny in support of an alternative rate design.

Consumer Advecate also propesed certain adjustments to the rate design
settlement, OSeveral witnesses at hearing testified regarding rate design
and final allocation. The comments and testimony were helpful in
illuminating the differences between the rate design settlement and
Consumer Advocate's alternatives and framing a reccrd for determining the
reasonableness of the proposed sasttlement.

The class cost-of-service study contained in the rate design
settliement ut%lizes the average and excess method. The average and excess
method allocations recognize that electric utility systems are required to
serve both peak and off-peak demands. Fixed production costs are generally
classified as demand costs and 2llocated based on a combination of average
maximum customer class demands, and variable preduction costs are generally
classified as energy costs and allocated by overall customer class usage.

Consumer Advocate, in opposing the settlement, advocated a different
approach to the class cost-of-servics study. Coensumer Advocate classified

both fixed and variable production costs into “average demand” and "excess

demand” components. “Average demand” production costs are allocated by
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demands rather than Icwa peak and average demands for deriving the
allocators used in the average and excass method, However, tne use of lowa
load research data rather than total system data ensures consistency by
matching Iowa revenues and expenses with the basis for causation of those
revenues and expenses, that is. Iowa load.

Consumer Advocate advocated using the 12 menthly coincident peaks
rather than a singie annual ccincicent peak with the average and excess
method. Iowa utilities generally use an unadjusted test year single
coincident peak to develop average and excess demand. Use of Consumer
Advacate's methed would fundamentally change the general use of the average
and excess method.

. Consumer Advocate also preposed adjustments to the setilement for

allocation of certain rate base items, allocation of non-fuel production

and transmission operating expenses. allocation of administrative and
general expenses, and EFR] dues. Consumer Advocate does not adéquatg1y i
support its prcposal for allocating all non-fuel production cperating cosis
and transmission operating costs based on class energy usage. The cn??
specific reference cited was for the energy-based allocation of expense
accounts 502, 505, 512, ahd 514. (Tr, 534). These and the other proposed
expense and rate base ailocaticn adjustments would make only minor
differences in the settlement’s final revenue changes.

In reviewing a propased settlement, the Board musi determine whether

the settlement, whether contested or uncontested, is reasonable in }ight of

the whole recard, consistent with law, and in the public interast. IOWA

. ADMIN. CODE 199-7.2(11)} (1994). The Board must lock at the entire
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overall custcmer class usage. and ‘excess demand” production costs are
aliccated by peak custemer class demand.

The method espoused by Consumer Advocate generally assigns baselcad
and procuction costs to the "average demand" portion and assigns other
plant and costs to the "excess cemand” pertion. The Board believes,
however, this methed has a basic conceptual flaw. Economic choices detwean
baseicad‘and peaking capacity are based on minimization of total costs
rather than minimization ¢f energy or capital costs alone. A utility
builds its mix of gensrating plants to serve total system joad. Individual
generating units are not built to serve a particular load, j.e., "average”
or "excess” load, as assumed by Consumer Advocate’'s method.

Consumer Advocate’s method a3lso appears to be scmewhat subjective. It
requires numercus adjustments and is difficult to replicate. In ad&ition.
Consumer Advocate's method is extramely sensitive to the type and timing of
generating plant additions. This sensitivity is less 1likaly to producs
stable results over time. While ne such adjustments based on reb1acement
cost were made by Consumer Advccate in this case, future use of this method
“would be susceptibie to such adjustments. (Tr. 310-11; 510; Ex. 101, Sch.
SA-2). Consumer Advecate’s reliance on "replacement” costs for plant
addition adjustments is contrary to the Board's preference for use of
embedded costs for purposes of detsrmining revenue requirements among
customer classes. ICWA ADMIN. CQOE 199-20.10(2) (1994),

As an alternative to 1ts approach to the cTass cost-of-service study,

Consumer Advecate proposed several adjustments to the second settlement.

One such adjustment was to use lowa-IlTinois’ system peak and averzge




MidAmerican Exhibit §.1
Page 297 of 654

Cocket No. RPU-93-4

. Page 7

settlement. A settlement in i%s antirsty may be reasonable even though the
Board may not have reached the same cecision on individua) issues as
reflected in the settlement.

The Board believes consistency in cost allocation and rate design
methodology is important in prometing stable rates. The average and excess
method used in the oroposed secend settlement has been aporoved by the
Boérd fn several recent cases. See Intersfate Powar Company, Docket No.
RPU-92-10 (May 26, 1993); Iowa Electric Light and Power Company. Docket No.
RPU-91-9 (July 31, 1992): and Iow3 Power and Light Company. Docket No. RPU-

88-10 (June 1, 1988). Consumer Advocate’s spproach to allocating costs is

conceptually flawed and is extremely sensitive to the type and timing of
generating plant additicns. The Bcard notes Consumer Advocate’s methed has
. not been adopted by any other state commission.

The settlement also advances the principle, which the Board embraces,
of cost-based rates. Cost-based rates promota earnings stability for the
utility and provide a more reiiabie basis for determining future levels of
energy costs for the customers. Cost-based rates promote enmergy efficiency
by sending customers accurate pricé signals and place Iowa utilities in a
better position to deal with inevitable market changes. Equity
considerations warrant that each customer pay approximately what it costs
the utility to serve that customer, However, progress toward the geal of
cost-based rates may have tg bte tempered te aveid unreasonable rate shack,

The settlement moves toward cost-based ratss, but avoids unreasonable rats

shock. While rates for some customer classes will decrease and rates for
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other classes will increase, ail custsmers received notice of the potential
for increased rates as 2 result of this proceeding.

As an alternative to its approach to allocating costs. Consumer
Advocate argued certain adjustments should be made to the sacond
settlement. Some of Consumer Advocate's adjustmgnts are net adequately
supportad in the record, and others do not make a material difference in
the settlement’'s ‘final revenue changes.

- rWhile in isolaticn scme of Consumer Advocate’s proposals mey be
reasongble, Consumer Advccate's arguments do not show the second settlement
to be unreasonable. The seconc sattiement uses a cost allocation methad
previous]& approved by fhg goard in & manner generally consistent wilh
. prior Boarjd decisions. "Her-e'ly because individual issues r&ay not be decided

the same Qéy by the Beard dees not mean the overall settiement on rate
design and ;11dcation issues is unreasonabie. The reccrdrfhys made does
not persuade the Board that the proposed settlement is unresgonable or
contrary tc law or rule,

After reviewing the compiets recerd in this proceeding, pursuant tc
IOWA ADMIN. CODE 199-7.2(11) €1994), the Board finds the terms of the
August. 10.. 1993, sett?emant;“as amended on December 21, 1993, to be
reasonable and will approve it, There are no aspects of the settlement

agreement which are inconsistant with Iowa law ¢r the rules of the Board

and the terms of the settlement agreement are in the public imterest.
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FINDINGS QF FACT

1. The August 4, 1993, and August 10, 1993 (as amended on
December 21, 1993), proposed settlements are resasonzbie in Tight of the
compiete record in this proceeding.

2. The August 4, 1993, .and August 10, 1993 (as amended on
December 21, 1993), proposad settlements are consistent with Taw,

3. The August 4, 1993, and August 10, 1993 (as amended on

December 21, 1993), proposea settiements are in the public¢ . interest.

CONCLUSIONS OF LaW
1. The Utilities Board has 1u*wsdmtwn aver the partwes and subject
matter of this proceedwng pursuant to IOHA CCOE §§ 476. 1 and 476.6 (1993),

. 2. Pursuant to IOWA ADMIN, CODE 1°9 7.2(11) (1994} this arder
const1tutes the final decision of the Utilities aoard 1n Docket No.
RPU- 93 4

ORDERING CLAUSES
1. The propcsed tariffs filed by Iowa-I11inois Gas and Electric
Company on May 3, 1993, identified as TF-93-155 and TF-93-156, and made
subject to investigation as part c¢f this proceeding, are declared tc be
unjust,~unreasonable, and unlawful.
2. The motions to approve the settlement agreements filed on

August 4, 1993, and August 10. 1993 (as amehded on December 21, 1993), are

grantead.
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3. On or before 45 days from the date of this order. Iowa-I1linois
Gas and Ejectric Company shall file tariffs for the Board's consideration
to implement the terms of the settlement agreement.
4. Motions and objections mot previously granted or sdstained are
denied or overruled.

UTILITIES BOARD

ATTEST:

. g ;u:iwe Secretary ; ; %Q

Dated at Des H01nes Iowa tn1s 25th day of February, 1994,
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implemented, temporary rates designed to produce an increase in
electric revenues of $6,83%,494, in anticipation of the approval
of this Settlement Agreement. The increase in electric revenues
was allocatmd as a uniform percentage lncrease per class of
customer, pending approval by the IUB of a f£inal allocation of
the agrsed-upon revenue requirement among customer classas and
other rate design issués.
By orders of varicus dates, the IUB authorized the
intervention in this Docket of Deere § Company, Iowa Industrial
Intervenors (Oscar Mayer Foods Corpo:aﬁion and Ralston Purlna
Company), Aluminum Ccmpany of America, and Sivyer Steel
Corporation. North Star Steel Iocwa has filed a petition to
intervene but an order has not yet been issued in response to its

petition.

ARTICLE IZ
Purpase
This Settlement Agreement has been prepared and executed by
the signatories hereto for the purpose of resolving all revenue
requirement issues. The allocation of the agreed-upon revenue
requirement among customer classes and other rate design issues
remain unresolved at the time of the executlon of this |
Settlement Agreement. This Settlement Agreemen: is applicabla
only to this Docket and establishes the final revenue requirement
in this proceeding.

In conslderation of the mutual agreements hersinafter set
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forth, the signatories stipulate as follows.

ARTICLE III

Joint Motlon

Upon execution of this Settlemant Agreement, the signatories
shall file the same with the IUB, tegether with a joint motion
requesting that the IUB issus an order approving this Settlement

Agreement in its entirety, without ccndition or modification.

Condition Precedent

This Settlement Agreemen: shall not beccme effective unless
and until the IUB enters an crder approving the same in its

entirety without conditlon or medilicatlion.

ARTICLZ V

Privileaqe and Limi®ation

This Settlement Agreament is made pursuant to IOWA CODE
Section 17A.10 and 199 I.A.C. §7.2(l1). This Settlement
Agreement shall Baccme binding upon the signatories upon its
execution; provided, however, that if this Settlement Agreement
does not become effective in accordance with Article IV above, it
shall be null, vold and privileged., This Settlement Agreement is
intended to relate only to the specific matters referred to
herein. No signatory walves any claim or right which it may

otherwise have with respect to any matter not expressly provided
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for hersin. No signatory shall be deemed t¢ have spproved,
accepted, agreed or consented to any ratamaking princiﬁle, any
method of cost of service determination, or any method of cost
allocation underlying the provisions of this Settlement
Agreement or be preiudiced or bcund thereby in any other current
or future proceeding before any agefnicy. No signatory shall
directly or indirectly refer to this Settlement Agreement as
precedent in any other current or future proceeding before the

ITB,

ARTICLE VI

Tegt Period

The justness and reascnableness of the rates in this Docket
shall be detarmined on the basis ¢f the pro-forma annual elactric
revenue requirement for the test period comsisting of the

calendar year 1992, as adjusted.

ARTICLE VII

Rate Base
The elactric jurisdictionzl rate base to be used to
calculate Iowa=-Illinois' annual elactric revenue requirement in

this Dockaet shall be as set forth in Attachment 2.

ARTICLE VIII

Ravenue Regquirements

The Iowa jurisdictional electric revenue requirement shall

4
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be $205,185,289 as derived and set forth in Attachments 1 through
6. This annual revenue requirement represen:s an increase in
annual electric revenues for Iowa-Illinois of $6,839,494, as

indisated in Attachment 1,

ARTICLE IX

Rate of Return and Capital Structure

The capital structure to be used to calcuiate‘rowa~zllinois'
annual electric resvenue requizement in this Decket shall be as
sat forth in Attachment &, The authorized return on common
equity for Iowa-Illinois' jurisdictional electric operations for

the purpose of this Docket shall be 11.23%.

ARTICLE

Procedura Apulicable to Unreselved Issues

The allocation of the revenue requirement agreed upoen herelin
and the final design of the electric rates, lssues not resolved
by this Settlement Agreement, shall cbntinue to be litigated on

the schedule established by the IUE,

BRTICLES XI
Executicon
To facilitate and expedite execution, this Set:ilement
Agreement has been executed by the signatoriass in multiple
conformed copies which, when the original signature pages are

consolidated into a single document, shall constitute a fully-

5




MidAmerican Exhibit 8.1
Page 306 of 654

executed document binding upon all the signatories to be f£iled

. with the IUB.
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Attachment 1
Page 1 of 1
Iowa—-Illinois Gas & Elec. Company
Docket No. RPU-33-4
Iowa Jurisdictional
Revenue Regquirement
Electric Operations

Line
No. Description Amount
(a) : (b}
1 Ra%e Base $426,833,805
2 Rate cf Return 9.330%
3 Allowed Return 539,823,702
4 Adjusted Test Year Inconme $35,768,566
. 5 Additional Income Required $4,055,136

6 Inceme Tax Effect $2,784,358
7 Revenue Deficiency/(Excess) 56,839,494
8 Adjusted Test Year Revenue §$188,345,75%4
9  Revenue Requirement $205,185,289

i s S . S St 2 S i i e e e

* Not all numbers may compute due to computer rounding.
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Attachment 2
Joua-11linais Ses & Elec. Company Page 1 of 1

Dacket Na. RMYU-91-4

Average Rate Base

Electric operations

(ooa“s)
Plant Def. JX lav, Cash Other Avg.
Line In Accum, Het Cust_ (2111 [acome Tax Accun. Vork. Fuel Pre- Uorking Rate
Ho, tescription Serv. papr, Plant Adv. Bep. Taxes Creadits Prov. Cap. kL3 Stocks  Payments  Funds Base
{(a) {b} {c) (d) (&) (f) g (h) (1 (i (k) 1) {u) in)
Tows Jurisdicttonsl
1 Per Boaks 4770,625 3249,649 31500,955 $T32 491 874,044 $439 84, T44 (S10,870) $T,821 87,329 43,594 109  3428,4089
Pro forma Adjs.
2 Stors Damage 2,188 2,188 52,1588
3 PBOP 0 1]
4 A/D 1992 QC Station 39 39 {39)
5 Nuclear Docomn. o0 i)
6 PL. Held for fut. Use {222) (222) (222)
T Cash Working cCap. {397 (3vn)
8 Coal I[nwentory Adf. [216) (218)
9 Working funds Qo9 4] })
10 fuel Gil Inventory 1193) ' {193)
" Tax/Book Tising biff 1,813 (1,813)
12
13
14
135
16 fotal adjs, 1,944 ‘39 1,927 i) i} 1,818 L] 0 (397 4] 409 0 (109) (800}
17 Adjusted Rate Pase $772,591 $249,708 3502,883 732 $491 875,857 LY 34, T4 (31Y,26T) 47,821 36,920  $3,504 80 3427,689
18 Non-juris. Amount 1,545 539 1,004 1 1 152 1 9 (23) 16 14 T 0 8B5S
19 lowa Jurisdiction $T11,046 3269,149 3501,878, LAY W9 475,705 $438 14,735 (311,244) 47,805 356,906 03,587 30 $425,83%4
L e —ag s SR 2 ——ELrEse mCdemaoad D@ xaoD EARRLEE EASSLKE . iy A - - ——— mESLTEd SAL=R=Eia,

:
:

1'8 HAIryxg uvesmsurypryy
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lovg~Ii{inais Ges & Elec. Company
Docke® No. RPU-93-4 Attachment 3
Cash Werking tapital Page 1 aof 1
Elactric Cperations
) Vorking
Line : Fer Pro Formm Adjusted Expense RAev, g Exp. Lead Het Capital
No., Deascription Books Adjustments Total Par Day bay: bays Days Requiresent
(a} (b} (&) (d) © (m) (€))] (@) Chl
T o&n 67,012,810 795,203 67,808,013 185,775 J9.70 2.9 16.8 3,121,026
2 Iowa Property Taxes $12, 770,000 ‘ ] 12,370,000 33,89 IP.70  FE5.00  (F25.D) (311,024,351)
3 Iilinots Prop. Taxes 2454, 000 0 454,000 1,244 39.70 4\A.22  (378.5) ($470,8317)
4 State Incowe Taxes 1,710,247 1,082,361 2,792,608 7,651 3.70  103.40 (63.7) (3487 ,367)
% Federsl Incoms Taxss $%,308,963 3,381,279 7,850,247 21,065 .70 5.4 {(13.7 {32BY, 430
& IlL. Inveszed Cap. Tax $737,000 +] 737,000 2,019 P70 35,20 5.5 511,108
7 Pedersl Superfund Tax $31,000 o 31,000 85 L Nrgr] 3.4 (13.7} {51,167
8 Long-term Debt Interest $13,712,000 97,70 14,709,770 40,301 .70 Nn.3 (34.8) (32,077,503)
. 9 Preferred Stock Dividends 32,713,000 253,829 2,966,829 8,128 39,7 45.43 (5.9 {s43,201)
F
" Cash Vorking tapital Requirement (371,266,564}
. Ll
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lova=Illinois 343 & Elec, Company Attachnent 4
. Docket Mo, RAPU~93-4 Puge 1 af 2
Income Statoment SuRsary
Line Par Prg Faraa lncrease Final
No., deseriprion Booiks Adjustmenta Adjusted {Decreaze) Adjusted
1t H (b (&) (d) (o)
1 oOperating Rev. $19 855,000 7,088,291 $198,743,381 $6,883,2M 320%,596,482
Cperating Expanses
2 Operation b Naint. Exp. 105,933,297 95,203 106,728,420 $106,723,420
3 Depraciation Expensa 28,217,513 2,768,014 30,982,527 530,982,527
4 Amartization Expensa 97,921 Q 9T, I 397,521
Taxes Qther Then Inc.
S Property Tase: 3 0 0 30
6 Utilities Div. Fees ¢ 0 0 10
7 Other Gemeral Taxes 15,715, 7% 20,581 15,036,295 $15,038,29%
8 Fed. Unespioyment Taxes 2 0 0 1]
9 FICA Taxes i 0 ] 30
10 State Unemployment Taxes e Q Q 50
Income Taxas
11 Current Fed. Inc. Taxes 4,308,743 1,288,312 £,597,280 2,092,968 $7,690,247
12 Current State Inc. Taxes 1,710,247 15,399 2,095,537 £96,9M $3,792,603
13 Prov. fer Def, Taxes 3,414,014 25,199 3,639,210 13,539,210
32 Investment Tax {redits 1,274,255} 0 (1,274,255) (51,274,255)
. 16 Tetal Operating Expences 157,423,338 5,279,499 162,503,035 2,789,938 145,592,973
17 Net Income 134,934, 544 $1,808,582 $35,340, 264 34,063,243 $39,903,509
18 Morjurisdicticnsl Asount $63,063 53,617 $T,480 38,127 179,807
19 lova Jurisdiction Met Incoms 333,562, 501 31,504,565 335,763,364 34,055,136  3539,323,7C2




Tova-Itlinola Gas & Elec. Company Attachment &
bDocketr No. RPU-93-4 Page 2 0f 2
Income Statwment & Ad]justments
Electric Operations
(ooo’s)
Depr. Fedaral State bef. Inv.
Line Aste Other Yotal Nat Not axi Goneral Inc, Inc, Inc. Tax Total Het
Mo Bescription Revenue Revenus Revenue ok Used Used Asort. Tawcs Taxes Taxas Taxes Credite Expenses Income
{a} (bl te) () (e) 1) (g} (h) i i (0 [4§) {(m) {n}
fowe Jurisdiction
1 Per Boaks 187,443 14,212 $191,655 3105,933 $0 10 328,15 $15,014 84,309  $1,710 83,814 ($1,274) 3157,623 434,092
Fro Forsa Adjs.
2 Annualire Rate Incr. 6,62% 6,629 2,023 6Th 2,697 LR 7.1
3 Gan. Mage Adf. 291 21 197) a2 189 (189)
4 Wages—Joint Plents 121 {37) a»n 12 (72)
5 pace 29 31 (A0 254 {254)
& Bank Fees 54 (16) (3) 32 {32)
7 Cust. tep. Interest 60 0 0 &0 {60)
a IUA Dues [£].5 12 4 (23) 21
9 thasber Miss {6) 2 1 (%) 3
10 Ante Case Exp. 135 (48) (18 94 (94)
11 Huclear Decoms. 2,661 {813) 2711) 1,577 1,51}
12 ot Pilant Additions 19 (24) (8) 4“6 (48)
173 Stosrs Danage 283 27 {353 (31) 184 {184)
i1 Interest 3Sync. 152 50 202 {202)
15 Excl. Nonrecur. items (484) 179 22 25 (244) 244
16 clinton Tax Prop. 0 a 0 1]
7 financial Fee: 1% (5) ) ? %
18 o Station €xp 492} 28 9 (54> 54
19 Iner. in Cuat. Level 463 163 141 &7 188 4 b
20 4] 4]
21 ! 0 a
22 a 0
23 g 4]
24 0 0
25 0 o
26 Q 0
27 0 1]
28 1§ a
29 /3 a
30 Total Adjs. 7,088 a 1,088 95 Q (] 2,785 21 1,284 385 25 o 5,280 1,809
n Adj. Inc. Statement $194,532 $4,212 $198,743 1105,728 30 $0 431,080 815,007 85,597 42,005 43,639 (81,274) 3162903 $35,B41
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Attachment §
Page 1 of 1
lova-Illingis Gac § Tlec. Company
Docket No. RPU=93-4
Interest Synchrenization
glectrie Cperytions

Description Amount
{87 &)
Rate Baze 3427, 689,184
Veighted Cost of Deot 3.425%
Pro forse Interest -S—‘lf-,-m
Intarest on Custcaer Deposits 60,00
Total 14,709,770
Beok Interest 15,206,600
piftersnce (3484,230)
Tax Adjustments; LTD [rterest
Federal (30.54%) 351,549
State (10.17%) 30,467
Yoighted Sost of Preferred 0.494%
#ro forma Preterred Dividends $2,966,829
Bask Preferred Dividends 52,713,000
Biffersnce $252,829
Tax Adjustmenta: Pref. Div.
Federal {30.54%) 50
State (70.17%2 30
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. Attachment &

lova~lliinois Gas b Elac. Company Paga 1 of 1
Bocket Mo, RPU-I-4
13 Nonth Average Usighted Cost of Capital
BElectrizs Sperations

Line Cast Veighted
No, Description Amcunt Ratio Rate Cost
(a) (b) 3] {d)

1 long-tars debt 323,585,809 &L 3007 X 7.2 34253

2 Preferrad Stock 358,593 285 9.I7923% 7.396x 0.67369%

3 Comman Stock $334,753,73% &5,32005%7 1,250 5.21101%

& Totsl $731, 333,197 100.00000% 9.33003%
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STATE OF ICWA
IOWA UTILITIES BOARD

Docket No. RPU-93-4
Direct Testimeony of Charles A. Benore

Please state your name, title, address and occupaticn.

My name is Charles A. Bencre, senior vice president,
PaineWebber, Inc.,‘lgss Avenue of the Americas, New York,
New York 10019.

What are your present responsibilities at PainaWebber?

1 am responsible for providing utility investment advice to
the firm's elients whe are institutional and individual
investors. As a part of those responsibilities, I am in
continuing contact with investors in utility common stocks,
and am aware of their attitudes about utility investments.
Please describe your educational background.

I am a graduate of Ohio University with a bachelor of
science degree in finance, and of The Ohio State University
with a master of arts degree in economics., I was elected to
Phi Kappa Phi and Beta Gamma Sigma honorary societies.
Have you prepared an exhibit that contains information
referred toe in your testimony?

Yes. Exhibit No. ___ (CAB-1l), entitled “Exhibit of Charles
A, Benore," consists ¢f 22 Schedules prepared under my
direction and supervision. '

Please summarize your professional experience.

I have presented'testimony before twenty-seven state Public
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138,

Pleagse state the results of your annual DCF test to
determine the cosat of Igwa~Illinois' cost of common stock.
The cost of common stock for Iowa-Illinois, after
eliminating the three lowest values among the comparable
companies to reflect the Company's higher risk, is 9.8%
before issuance costs. Supporting data is shown on Schedule
20,

ISSUANCE COSTS

Why is it neceasary to adjust the allowed return-on common
stock equity for issuance costsg?
Issuance costs are a necessary adjustment if investors are
to earn the return fcund fair by the Board., It ia a
necessary adjustment even if new common stock is not sold.

The reason 1s that we are not dealing with an expense
in the ratemaking sense, but a permanent capital shortfall,
or deduction, in earning assets caused by issuance costs.
Because of the reduction in capital invested due to issuance
costs, regulatory earning assets are less than investor
invested assets. A fair return applied to the lower level
of regulatory earning assets, therefore, produces a lower
than fair return on investor invested assets. A detalled
discussion of why the adjustment is necessary along with
supporting data appear in Schedule 21,

The formula to determine issuance costs is to divide

the yield on a 12-month forward dividend by 1.0 less

35
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issuance costs. Isauance costs incurred by IowafIllinois
averaged 4.,0% as shown on Schedule 21. Therefore; the yield
of each comparable cempany was divided by 0.96. The yleld
after adjusting for issuance costs was 25 basis points
(0.25%) higher than the current yield before lssuance costs

as is shown on Schedule 20.

CONCLUSICNS

What are the results of your four tests to determine the
cost of common stock £or Iowa-Illinels?
The results of the four tests lncluding issuance costs'of

0.3% are as follows:

TESTS RESULTS
Market Equity Risk Premium: 12.7%
Capital Asget Pricing Model: 13.0% '
Value Line Comparable Risk DCF: 12.8%
Annual DCF: 10.1%
Range of All Tests: 10.1% toc 13.0%
All Tests: : 12,2%
Al]l Testg Except Outliers: 12.8%

What are your conclusions regarding the results of the four
tests of Iowa-Illinois' cost of common stock?
The range of the four tests including lssuance coasts of 0.3%

is 10.1% to 13,0%, and the average of all tests is 12.,2%,

40






